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I. Introduction

This matter is before the Public Service Commission of South Carolina (the

"Commission") on the Application of Kiawah Island Utility, Inc. ("KIU" or "the

Company") filed on August 4, 2011, seeking approval of a new schedule of rates and

charges for water and sewer service that KIU provides to its customers within its

authorized service area in South Carolina. The Application was filed pursuant to S.C.

Code Ann. Section 58-5-240 and 26 S.C. Code Ann. Regs. 103-712.4.A and 103.512.4.A.

KIU's South Carolina operations are classified by the National Association of Regulatory

Utility Commissioners ("NARUC") as a Class A water and wastewater utility according

to water and sewer revenues reported on its Application for the test year ending

December 31, 2010. The Commission approved service area for KIU is Kiawah island

located in Charleston County, South Carolina.

In considering the Application of KIU, the Commission must ascertain and fix

just and reasonable rates, standards, classifications, regulations, practices, and

measurements of service to be furnished. Thus, the Commission must give due
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considerationto the Company'stotal revenuerequirementsand review the operating

revenuesandoperatingexpensesof KIU to establishadequateand reasonablelevelsof

revenuesandexpenses.TheCommissionwill considerafair rateof returnfor KIU based

on the record, and any increasemust be just and reasonableand fi'ee of undue

discrimination.

By letterdatedAugust15,2011,the Commission'sClerk's Office instructedKIU

to publisha preparedNotice of Filing, onetime, in newspapersof generalcirculationin

theareaaffectedby KIU's Application.TheNoticeof Filing describedthenatureof the

Application and advisedall interestedpersonsdesiringto participatein the scheduled

proceedingsof themannerandtimein whichto file appropriatepleadingsfor inclusionin

theproceedingsas a party of record.In the letterof August 15,2011,the Commission

also instructedKIU to notify directly, by U.S. Mail, eachcustomeraffectedby the

Application by mailing each customera copy of the Notice of Filing. KIU filed

Affidavits of PublicationdemonstratingthattheNoticeof Filing hadbeenduly published

and provided a letter certifying that it had complied with the instructionsof the

Commission'sClerk's Officeandmailedacopyof theNoticeof Filing to all customers.

In responseto theNotice of Filing, Petitionsto Intervenewerefiled on behalfof

theKiawah IslandPropertyOwners'Group,Inc. ("KPOG") on September8, 2011,and

theKiawahIslandCommunityAssociation,Inc. ("KICA") on September16,2011. The

Petitionto Interveneof KPOG alsoincludedarequestfor the Commissionto schedulea

public hearing.



DOCKET NO, 2011-317-WS- ORDERNO.2012-98
FEBRUARY 8, 2012
PAGE3

In responseto therequestfor public hearing,theCommissionheld apublic night

hearingpursuantto OrderNo. 2011-666.1Underthis Order,apublichearingwassetand

noticedby the Commission,andthe Companyprovidedaffidavits cel_ifyingthat it had

providednoticeto its customersvia U.S.Mail of thedate,time, andlocationof the local

publichearing.On October20,2011,theCommissionheldanighthearingattheKiawah

Island Golf Resort, Governor's Hall, 5490 SeaForrest Dr., Kiawah Island, South

Carolina. TheCommission,with ChairmanHowardpresiding,heardthematterof KIU's

Application beginningat 10:30am onNovember30, 2011,at the CommissionHearing

Roomlocatedat 101ExecutiveCenterDrive in Columbia,SouthCarolina.

During theproceedings,KIU was representedby G. TrenholmWalker,Esquire.

KPOGwasrepresentedby MichaelA. Molony,Esquire.KICA wasrepresentedby Jason

S.Luck, Esquire. TheOffice of RegulatoryStaff ("ORS") wasrepresentedby Shannon

BowyerHudson,Esquire,andJeffi'eyM. Nelson,Esquire.

At the hearingheld on November30, KIU presentedthe testimonyof Becky

Dennis,GeneralManagerof KIU; SteveD. Heyboer,ChiefFinancialOfficer of KIU; J.

Mitchell Bohannon,III, a professionalengineeremployedby the firm of Thomas&

HuttonEngineeringCo.;GaryC. White, VicePresidentandDirectorof Accountingwith

the firm of GuastellaAssociates,LLC; and John F. Guastella,Presidentof Guastella

Associates,LLC, a utility management,valuationandrateconsultingfirm headquartered

in Boston,Massachusetts.

Thepurposeofthenighthearingwastoprovideaforum,ataconvenienttimeandlocation,forcustomers
ofKIUtopresenttheircommentsregardingtheserviceandratesofKIU.
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KPOG presentedthe testimonyof Lynn M. Lanier andEllen Blumenthal,both

employeesof GDS Associates,Inc., a utility consultingand engineeringfirm with its

principal offices in Marietta,Georgia.The partiesagreedto stipulate into the record the

pre-filed testimony of KPOG witnesses Diane Lehder and Wendy Kulick. KPOG had

also pre-filed direct testimony by William D. Rogers, who did not appear at the hearing.

KICA did not pre-file or present the testimony of any witnesses at the Commission

hearing.

The ORS presented the testimonies of ORS Auditor Daniel F. Sullivan and

Hannah K. Majewski of the ORS Water and Wastewater Department. Mr. Sullivan's

direct testimony described ORS's examinations of the Application and KIU's books and

records as well as the subsequent accounting and pro forma adjustments recommended by

ORS. Ms. Majewski's direct testimony focused on KIU's compliance with Commission

rules and regulations, ORS's business audit of KIU's water and wastewater systems, test-

year and proposed revenue, and performance bond requirements.

The Commission issued an interim order on February 1, 2012, which adopted the

proposed order of the Office of Regulatory Staff with several modifications. KIU was

instructed to remove all expenses relating to the Cougar Island purchase and to adjust the

federal income tax rate to 34%. In conformity with the Commission's instruction, and

with the assistance of the ORS, new financial data and revised rates were filed with the

Commission and served on all parties by February 6, 2012, to reflect these changes

(KIU's Statement Of Compliance With PSC Interim Order).
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II. Findings of Fact

1. KIU is a water and sewer utility providing water and sewer service in its

assigned service area on Kiawah Island, Charleston County, South Carolina. Its

operations in South Carolina are subject to the jurisdiction of the Commission, pursuant

to S.C. Code Ann. Section 58-5-10, et. seq. (1976), as amended.

2. The appropriate test year period for this proceeding, selected by the

Company, is January 1, 2010, tln'ough December 31, 2010.

3. Based on the Application of KIU and the evidence presented to the

Commission by the parties, the Commission will use an operating margin methodology

in determining the lawfulness of the Company's rates and in fixing just and reasonable

rates.

4.

5.

A fair and reasonable Operating Margin for KIU is 13.75%.

KIU is entitled to total rate case expenses of $190,905, which includes

additional rate case expenses of $57,341 incurred in this rate case and paid by KIU as of

December 29, 2011. Rate case expenses shall be amol_ized over a period of five years,

($190,905/5 years = $38,181 per year) and are reflected in this Order.

6. KIU is seeking an increase in its rates and charges for water and sewer

service; at KIU's proposed rates (for "Phase I" as KIU at the hearing withdrew its

request that the Commission rule on its post-construction "Phase II" rates at this time)

the additional total operating revenues would be $ t,046,694.

7. The appropriate operating revenue for KIU, for the test year, under present

rates, and after accounting and pro forma adjustments is $5,697,698.



DOCKETNO.2011-317-WS- ORDERNO. 2012-98
FEBRUARY8, 2012
PAGE6

8. Theappropriateoperatingexpensesfor KIU for thetestyearunderpresent

ratesandafter accountingandpro forma adjustmentsand adjustmentsfor known and

measurableout-of-test-yearoccurrencesare$4,921,182.

9. A customergrowth adjustment,usingthemethodof calculatingcustomer

growth as proposedby ORS, is included in computing the net income for return

requirementof KIU.

10. The total operatingrevenuerequirementfor KIU, using the operating

marginof 13.75%found appropriatein this Order,is $6,457,165.

11. In orderfor KIU to havetheopportunityto earnits totaloperatingrevenue

requirementof $6,457,165,KIU mustbeallowedadditionalrevenuestotaling$759,467.

12. All partiesin this dockettestifiedasto the needfor the constructionof a

secondwatersupplyline to KiawahIslandto ensurea reliablesupplyof water. As of the

dateof thehearingin thiscase,however,KIU hasnot requestedor receivedconstruction

bidsfor the constructionof thesecondwatersupplyline. It is thereforetoo earlyfor this

Commissionto consideror grantprospectiveratesbasedon thecostsof buildingasecond

water supplyline. As indicated,KIU withdrew its requestthat the Commissionrule on

its "PhaseII" rateincreaseto pay for thecostof thesecondline.

13. The current tariff provision and conditionsregardingthe passthrough

mechanismfor increasesin bulk water ratesfi'om the St. John's Water Companyfor

purchasedwater is reaffirmed, and the Company is ordered to follow the notice

provisionsto customersto implementsuchincreasesasprovidedby the Commissionin

OrderNo. 2002-285.



DOCKETNO. 2011-317-WS-ORDERNO. 2012-98
FEBRUARY8,2012
PAGE7

III. Evidence and Conclusions

1. EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 1

The evidence supporting this finding, concerning the Company's business and

legal status, is contained in the Application filed by KIU, testimony, and in prior

Commission orders in the docket files of the Commission, of which the Commission

takes judicial notice. This finding of fact is informational, procedural, and jurisdictional

in nature, and the matters which it involves are not contested by any patty.

2. EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 2

The evidence supporting this finding, that the appropriate test year period for this

proceeding is Janual_¢ 1, 2010, tba'ough December 31, 2010, is contained in the

Application filed by KIU and in the testimony and exhibits of the Company and ORS.

No party contested the use of the test year proposed by KIU in its Application. The

Commission concludes that the test year ending December 31, 2010, is appropriate.

3. EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 3

In its Application, KIU requested rates set on an operating margin basis. The

Commission has adjusted rates based on the operating margin in all previous rate

applications of KIU. Intervenor KPOG, supported by Intervenor KICA, contested the use

of operating margin to set KIU's rates and argued that rates should be, instead, calculated

on a rate of return, or rate base, methodology. While the Commission concedes that there

is no requirement that operating margin methodology be used in determining a fair rate of

return, KIU requested operating margin treatment in its Application and ORS performed

its audit and calculations and recommendation based on an operating margin
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methodology.Additionally,althoughtheIntervenorspresentedcertaintestimonyontheir

contentionsasto a suitablereturnonequity for KIU, therewasno credibletestimonyor

evidencepresentedby anyparty to establish what an appropriate return on equity would

be for a comparable water and wastewater utility. Absent credible proof of a

comprehensive analysis to establish rates based on return on equity, the Commission

finds that the weight of the evidence, including the testimony of witnesses Guastella,

White, Sullivan, and Majewski as to their respective determinations associated with the

operating margin analysis, supports the use of an operating margin methodology to

determine a fair rate of return in this case.

Therefore, despite the Intervenors' arguments that the petitioner Company should

seek an alternative method to determine a fair rate of return, the Commission finds that an

operating margin methodology is appropriate. Additionally, the Commission finds based

on the testimony of witnesses Dennis, Heyboer, and Guastella supported by the testimony

of witnesses Sullivan and Majewski, that an increase in rates is justified and fair. As the

KIU witnesses testified, several expenses other than purchased water have increased

during the last ten years, which was the last time the Company sought a rate increase, and

the Company is entitled to a fair and reasonable increase to allow it to serve its customers

at the same level and put it in more favorable position to borrow or acquire capital.

4. EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 4

In calculating an appropriate operating margin in this case, we give significant

weight to the direct, rebuttal, and supplemental rebuttal testimony of Company witness

Guastella and the direct testimony of ORS witness Majewski. Witness Guastella testified
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to severalreasonsthat suppo_"tanoperatingmarginof 13.75%including KIU's needto

havetheability to attractcapitalandprovidea fair returnto its owner. He alsotestified

that operatingmargin is an acceptedandwidely usedmethodof rate setting. ORS, in

accordwith its testimonyin numerouspreviousoperatingmargin cases,recommended

that KIU beallowedanoperatingmarginof between10%and 15%. WitnessGuastella

does not disputethis recommendationbut in fact testified that he believedthat an

operatingmarginof 13.75%wouldbe fair to thecustomersof KIU andwouldalsoallow

K1U to earn a fair return. In responseto questioningfrom CommissionerFleming,

witness Majewski statedthat ORS would be agreeableto KIU receiving a 13.75%

operatingmargin,asattestedby witnessGuastella.(HearingTr. 46t). Thefollowing table

illustratesanoperatingmarginof 13.75%aftertheapprovedincrease:

TableA

OperatingRevenue

OperatingExpenses

OperatingIncome

Add: CustomerGrowth

Less:InterestExpense

Net Incomefor OperatingMargin

OperatingMargin

$6,457,165

$1,248,029

$6,966

$3670,_737

$887,958

13.75%

Although the Intervenors'witnessesprimarily testified to the propriety of this

Commission setting rates based on a return on equity basis, witnesses Lanier and
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Blumenthal also provided testimonyregarding what they believed to be a fair and

appropriate operating margin for KIU. Witness Blumenthal also recommended

adjustmentsfor certainaffiliatedtransactions,propertysales/contributions,andreturnon

equity calculations.

The record of this case evidences that KIU has provided adequate customer and

billing services. The only complaints voiced by the Intervenors and public witnesses in

this case seemed to focus on the issues of the relationship between KIU and its parent,

Kiawah Resort Associates, LP ("KRA"), and the use of a return on equity versus

operating margin methodology in setting KtU's rates. As stated, we find that an

operating margin methodology is the proper method to establish rates in this matter.

Additionally, we find convincing the testimony of ORS witnesses Majewski and

Sullivan that the property leases and sales between K1U and KRA, management fees, and

other operating expenses of KIU are allowable and accurate, as adjusted and specified in

Audit Exhibit DFS-1 of Hearing Exhibit No. 12, with the exception of the sale of the

Cougar Island property, which will be discussed further below.

In support of allowing the $100,000 management fee paid to the owner, KRA, as

an expense for the test year, the Commission relies additionally on the extensive

testimony of witnesses Heyboer and Guastella. They testified to the facts supporting our

determination that the annual management fee is fair and reasonable. Their testimony

went into detail as to the array of services provided by KRA to KIU, including but not

limited to, human resources, placement of insurance, communications and marketing,

financial management, and overall management. KRA's provision of these services
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eliminatessignificantexpensesthatKIU would incurif it hadto hire its ownpersonnelor

consultantsto provide them. WitnessGuastellaattestedthat thepercentageof revenues

dedicatedto managementand administrationby KIU is low when comparedto other

waterandsewerutilities thatreportedthis information.

There was no evidenceto suppol_tIntervenor's argument that the building

incentivefeescollectedby KRA shouldbe consideredrevenue. KIU doesnot collect

these fees. As the KIU witnessestestified, these fees are not paid to insure the

availabilityof waterandsewerservices.

We alsorejectIntervenorKPOG's argument,basedprimarily on thetestimonyof

witnessBlumenthal,thatthe interestexpensefor the loansfor theacquisitionof thettu'ee

parcelsshould be disallowed,other than the interest expensefor the loan for the

acquisitionof CougarIsland. KIU paidthe following purchasepricesto KRA for the

acquisitionof the following parcels:$1,360,000for theDown-islandstoragepropertyin

2008;$1,800,000for theHoldingPondpropertyin 2009;and$2,000,000for the Cougar

IslandASRtract in 2010. WitnessHeyboertestifiedthat KIU enteredleasesfor the first

two in themid-1990ssinceKIU did not thenhavethefundsor thebon'owingcapacityto

purchasethem. He testified that thepurchaseprice for thesetwo wasfor the land only

andfor fair marketvaluebasedon independentappraisals.Heyboeralsonotedthatthere

were purchaseclausescontainedin the leaseagreements.According to Heyboer,the

purchaseprice for the CougarIslandASRtractwasthe lower of two peracrevaluations

in two separateappraisalsthatdeterminedfair marketvaluefor acreageonCougarIsland.
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We find basedonthetestimonyof witnessDennisthatthetwo parcelsotherthan

CougarIslandareusedanduseful. TheCougarIslandtractmaybeusedanduseful,but

for thereasonsstatedbelow,wearedisallowingall expensesrelatedto theCougarIsland

acquisition.

Basedon this testimony,the Commissionfinds that KIU provedthatthe first two

real estatetransactionswith its parentwere reasonableand fair to KIU and that the

interestexpenseassociatedwith the loansto purchasetwo of the parcelsshouldbe

allowed, especially since purchaseclauseswere contained in the apwoved lease

agreements.For thesesamereasons,basedon this testimonyof witnessesDennisand

Heyboer,theCommissiondeclinesKPOG'srequestthatthe loansbedisregardedandthe

purchasepricesfor thethreeparcelsbetreatedasadividendto the parent entity.

We do take issue with allowance of any expenses for the purchase of the Cougar

Island tract. 26 S.C. Code Ann. Regs. 103-743 (Supp. 2011) requires that no utility shall

execute or enter into any agreement or contract which would impact the utility's fitness,

willingness, or ability to provide water service, without first submitting said contract in

form to the Commission and the ORS and obtaining approval of the Commission. In the

present case, the Company entered into an agreement wherein it would purchase the

Cougar Island tract for future ASR purposes. This clearly impacts the Company's ability

to provide water service. The Company failed to submit the contract for approval by this

Commission, in violation of the regulation. Accordingly, we hold that all expenses for

the Cougar Island tract must be disallowed. Should KIU wish to recover these expenses

in future rate cases, it must submit the contract to this Commission for approval first.
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Thenwe may considerwhetheror not the expensesareappropriatein the Company's

next ratecase.

WerejectwitnessLanier's requestedrangeof commonequitycostrateof 95% to

10.6%. We donot find it appropriateto establisha revenuerequirementor to establish

ratesbasedonwhatappearto beestimatedreturnonequitycalculationsor thoseadopted

by this, or any other Commission, in previous cases in which different facts,

circumstances,and economicconditionswere at issue. We find persuasivewitness

Majewski's and witness Guastella's testimony regarding both a range and a

recommendedoperatingmargin for KIU. We find that KIU, being a small regulated

utility, shouldbepermittedto chooseto haveits ratesestablishedonanoperatingmargin

basis. WitnessGuastetlatestifiedto thereasonsthat the operatingmarginbasisis fair

andreasonablefor awaterandsewerutility of thesizeof K1U. Additionally,despitethe

evidencesubmittedby the IntervenorKPOGregardingthe sizeand activitiesof KIU's

parent corporation,KIU is the regulatedutility and this Commissionwill, therefore,

establishtheappropriateincomerequirementandoperatingmarginfor KIU basedon the

Applicationand businessrecordsof that eutity. For thesereasons,we declineto adopt

thereturnonequityanalysisandrecommendationofferedby KPOGwitnessLanier. We

calculatetheallowedoperatingmarginbasedontheadjustmentsto incomeandexpenses

attestedby the ORSwitnessesandasfurtheradjustedby theupdatedratecaseexpenses

describedin thenextsection.

Wenotethatthe ORSanalysisincludeda federalincometax rateof 35%. Under

the circumstances,it shouldhavebeen34%,asper the Intervenortestimonyof witness
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Blmnenthal. Additionally, theCompany'sApplicationusedthe34%federalincometax

ratewhencomputingincometaxesaftertheproposedincreaseasnotedonScheduleW-C

1, adjustmentnumber11andScheduleS-C 1, adjustmentnumber11.We hold that we

mustapplythe34%rateto thepresentApplicationaccordingly.

5. EVIDENCEAND CONCLUSIONSFORFIND1NGOFFACTNO. 5

At the conclusionof theheatingin this matter,attorneysfor KIU soughtrecovery

of additionalratecaseexpensesincurredin the Company'spreparationof this ratecase

andmovedthat theCommissionallow theinclusionof suchexpenses.Subsequentto the

conclusionof the hearing,KIU did submitadditionalexpensesto the ORS staff. ORS

then reviewedandverified a total of $57,341in additionalratecaseexpensesincun'ed

andpaid by the Companybetweenthelast responseto ORS'sinformationrequestdated

October5, 2011,andDecember29, 2011. Basedon ORS'sreviewandrecommendation

of a five yea:"amortizationof suchexpenses,weconcludethatKIU is entitledto ratecase

expensesof $38,181;resultingfrom $190,905in total ratecaseexpensesamortizedover

aperiodof five years.

We herebyapprovean increasein the ratecaseexpenses,from thosepresented

into evidenceat the hearingof $133,564(5 years= $26,713per yea:"amol_ization),to

$190,905(5 years= $38,181peryea:"amortized).Basedon ourconclusionandfinding,

KIU is entitled to havethe opportunityto earn revenuesbasedon its amortizationof

actualandtotal ratecaseexpensesin this matter.
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6. EVIDENCEAND CONCLUSIONSFORF1NDINGOFFACT NO.6

EvidenceconcerningKIU's requestedincreasein ratesandchargesis evidenced

by the Applicationfiled by KIU, aswell asthe adjustedrequestedoperatingrevenuesas

calculatedby ORSwitnessSullivan,asshownin Audit Exhibit DFS-1of HearingExhibit

No. 12,andKIU's StatementOf ComplianceWith PSCInterim Order.

7. EVIDENCEAND CONCLUSIONSFORF1NDINGOFFACTNO. 7

The Application of KIU showsper book test year total operatingrevenuesof

$5,659,929.(Application,ScheduleA-5). ORSpresentedtestimonythat theappropriate

operatingrevenuesfor KIU for thetestyearunderthepresentratesandafteraccounting

andpro forma adjustmentsare$5,697,698.This amountis basedon thereviewof ORS,

asevidencedin thetestimonyof ORSwitnessesMajewski,asdetailedin Exhibit HKM-3

of HearingExhibit No. 13,and Sullivan,asshownin Audit Exhibit DFS-1of Hearing

Exhibit No. 12. The ORS accountingandpro forma adjustmentsshownin the above

referencedhearing exhibits were acceptedand affirmed by KIU witness Guastelta

(HearingTranscript,Pg. 270,Lines 1- 9 andPg.252,Lines 11-t6). Operatingrevenues

for KIU during thetest yearwerenot directly addressedin the testimonyof anyof the

witnessesof IntervenorKPOG.

Wethereforefind that theappropriateoperatingrevenuesfor KIU for thetestyear

underpresentratesandafteraccountingandpro formaadjustmentsare$5,697,698.

8. EVIDENCEAND CONCLUSIONSFORF1ND1NGOFFACTNO. 8

The total operatingexpensesof KIU during the test year according to the

Company's Application were $4,831,461 (Application, Schedule A-5). ORS calculated
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KIU's operating expenses during the test year, after accounting and pro forma

adjustments, to be $4,897,827 (Hearing Exhibit No. 12, Audit Exhibit DFS-1). The

difference of $66,366, as discussed in ORS witness Sullivan's direct testimony, resulted

fi'om adjustments by ORS detailed in adjustments 9 ttu'ough 15 in Audit Exhibit DFS-4 of

Hearing Exhibit No. 12. At the hearing in this matter, KIU witness Guastella accepted all

of the ORS adjustments; while also asserting that KIU was entitled to updated and final

rate case expenses totaling approximately $222,000 (Transcript, Pg.252, Line 11 to Pg.

253, Line 2). Final rate case expenses submitted by the Company for review by ORS

totaled $222,000. Based on its review of the $222,000, ORS agreed to $190,905 in total

rate case expenses. We did note that ORS employed the 35% federal tax rate and

included all expenses related to Cougar Island in its filing. The Commission finds that a

34% federal income tax rate is appropriate and that all expenses associated with Cougar

Island should be removed. Accordingly, we hold that total as adjusted operating expenses

shall be $4,921,182.

KPOG witnesses Lanier and Blumenthal provided testimony and evidence

regarding claimed adjustments to KIU's rate base, but as we find that the proper

methodology for setting rates in this case is that of an operating margin methodology, and

not a rate base or return on equity methodology, such evidence is irrelevant to the

calculation of KIU's operating expenses used in calculating its income for return and

operating margin.

KPOG witness Blumenthal also testified that depreciation or amortized expenses

on sewer lines purchased by KIU from KRA should not be allowed and should be
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removedfrom KIU's revenuerequirement.We find no reasonto disallowthe purchase

of sewer lines made by KIU fi'om KILA. WitnessDennis testified that the sewer

transmissionlines in questionweresoldby KRA to KIU attheir actualconstructioncost.

KIU woved that the transaction was fair and reasonable. There is nothing in the record to

indicate that the price paid by KIU for these sewer lines was excessive or higher than fair

market value. In fact, KPOG's witnesses do not dispute that such sales were at fair

market value but instead argue that KRA should have donated all property to KIU.

As testified to by KIU witness Guastella, there are no legal requirements or

generally accepted industry practices which mandate or require the donation of water or

sewer infrastructure by a developer, builder or other entity to the local utility. While KIU

presented testimony from witness Dennis that the sewer lines were sold at their cost,

there was no evidence presented by KPOG to challenge this proof that the prices paid by

KIU to KRA for sewer lines in 2005 were at fair market value. We therefore reject

KPOG's argument that the depreciation of these lines should be excluded fi'om KIU's

operating expenses.

9. EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 9

The Commission adopts the customer growth methodology proposed by ORS

without objection. After implementation of the rate increase approved in this order,

customer growth will produce additional operating income of $6,966.

10. EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 10 AND NO. 11

The evidence for the finding of fact concerning the amount of the requested rate

increase is contained in the Application filed by KIU, in the testimony and exhibits of



DOCKETNO.2011-317-WS- ORDERNO.2012-98
FEBRUARY8,2012
PAGE18

KIU witnessWhite, and in the testimonyand exhibitsof ORS witnessesSullivan and

Majewski. Based on the proposedPhaseI rates in its Application, KIU sought an

additional$978,502(23.1%)increaseover existingwater ratesandan $85,225(5.6%)

increasein sewer revenues. ORS witnessesMajewski and Sullivan made detailed

accountingand pro forma adjustmentswhich recalculatedthe Company'scombined

requestedPhaseI revenueincreaseto be$1,046,694.Basedon theCommission'sfinding

of an appropriateOperatingMargin of 13.75%,and including the additionalrate case

expensespreviouslyaddressedin this orderandotherfactorsmentionedabove,we find

thatKIU is entitledto additionalcombinedrevenuesof $759,467.Theapprovedincrease

in combinedrevenuesequatesto a 13.33%combinedincrease.

After ORSaccountingandpro formaadjustmentsto revenuesandexpenses,ORS

calculatedthat the PhaseI rate increaserequestedby KIU wouldproduceanOperating

Margin of 15.t5%. (Exhibit DFS-1to HearingExhibit No. 12.) ORSwitnessMajewski

testifiedthat ORSrecommendedanoperatingmargin,aswastheir usualpracticeinwater

and wastewaterutility operating margin rate cases,of between 10% and 15%.

(TranscriptatPg. 439,Lines7 - 8 andPg.50,Lines 1- 7.) CompanywitnessGuastella

additionallytestifiedthat hebelievedthatanoperatingmarginof 13.75%wasneededby

KIU to assurelendersof KIU's ability to repaysuchloans. The loanto which witness

Guastellareferred,is the approximately$6,000,000loan which KIU statesthat it will

needto constructthe secondwatersupply line to the island. All partiesagreedthat a

secondwatersupplyline is neededto assurea supplyof potablewaterto KiawahIsland.

KPOG'switnessesdid notprovideanymeaningfulanalysisof operatingmargin.
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The Commissionconcludesthat operatingmargin, not return on equity, is the

appropriatemethodologyfor settingrates in this docket. In conclusion,basedon the

testimony and evidencepresentedto the Commission,we find that an approved

OperatingMargin of 13.75%,aspreviouslyfoundhereinin FindingNo.4, andincluding

the additionalratecaseexpensesfoundherein in FindingNo. 5, this orderproducesan

operating revenue requirement for KIU of $6,457,165,which is an additional

$759,467overtheadjustedoperatingrevenuesfor thetestyearof $5,697,698.

1i. EVIDENCEAND CONCLUSIONSFORFINDINGOFFACTNO. 12

All partiesin this matteragreethat a secondwater supplyline is neededby KIU

to provideareliablesupplyof waterin theeventof a disruptionin themainserviceline.

According to the testimonyof witnessDennis,the existingsupply line is morethan 30

yearsold and subjectto periodicbreaksthat intel:ruptserviceandresultin considerable

repair coststhat have to be paid by KIU. At the hearing,though,KIU withdrew its

requested"PhaseII" rate increaseasthat requesthadbeenbasedon estimatedcostsof

constructionandthereforearenotknownandmeasurable.

In the testimony of ORS witness Majewski, ORS took the position that

constructionof a secondwater supply line would bebothprudentandbeneficialto the

customersto avoid future interruptions in service. ORS was unable to verify the

expensesrelatedto the proposedsecondwater supply line constructionand therefore

recommendedtheCommissiondenyapprovalof the"PhaseII" rateincrease.(Majewski

direct testimony,Pg. 5, Line 9 tba'oughPg.6, Line 8.) KIU thereafterconcededthatthe

requestfor PhaseII rateswasprematureandwithdrewthis request.(Transcript,Pg.88,
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Line 8 throughPg. 90, Line 10.) We will not thereforerule on the prudencyof the

constructionof thesecondwaterlineto the islandatthis time.

12. EVIDENCEAND CONCLUSIONSFORFINDING OFFACTNO. 13

All partiesto this matterconcededor arguedbeforethe Commissiontheir belief

thatthesecondwater supplyline, initially apartof theApplication in this caseas"Phase

II" rates,is bothdesiredandneededby bothKIU andits customers.

In variousformsKIU, KPOG,andKICA haveall requestedthat thisCommission

keepthis docketopen to allow KIU to comebackbeforethis Commissionto makea

supplementalrequestfor an increasein thewaterratesbasedsolelyon theprovencostof

the newsupply line. However,basedon the numberandcomplexityof objectionsand

argumentsmade by the Intervenorsin the present proceeding,we feel that it is

inappropriateto hold this docket open. We do, however,acknowledgeall parties'

supportfor theconstructionof thesecondwatersupplyline.

IV. Conclusions of Law

Based upon the Findings of Fact as set forth herein and the record of the instant

proceeding, the Commission makes the following Conclusions of Law:

1. The Commission is vested with authority to regulate rates of every public

utility in this state and to ascertain and fix such just and reasonable rates for service. S.C.

Ann. § 58-5-210 (1976).

2. Operating Margin is the appropriate methodology in this case to fix just

and reasonable rates for KIU. The Commission has carefully considered the various facts

supporting the use of the Operating Margin in accordance with the admonition of the
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SupremeCourtof SouthCarolinain Heaterof Seabrook, Inc. v. Public Service Com'n of

South Carolina. 324 S.C. 56, 478 S.E.2d 826 (1996). The Commission further notes that

the Supreme Court of South Carolina has implicitly approved the use of the Operating

Margin in its prior decisions involving KIU, most recently in Kiawah Property Owners

Group v. Public Service Com'n of South Carolina, 359 S.C. 105,597 S.E.2d t45 (2004).

3. A regulated utility is entitled to "an opportunity to earn a fair and

reasonable return." Southern Bell Telephone & Telegraph Co. v Public Service Comm. of

S.C., 270 S.C. 590, 600, 244 S.E.2d 278, 283 (1978). An Operating Margin for KIU's

combined water and sewer operations of 13.75% accomplishes a fair and reasonable

return.

4. In accordance with past Commission practice, we approve the rate case

expenses as reviewed by ORS in the amount of $190,905.

5. For the test year ending December 31, 2010, the appropriate operating

revenues, as adjusted in this Order, m'e $5,697,698, and the appropriate operating

expenses, as adjusted in this Order, are $4,921,182. Where a regulated utility engages in

transactions with an affiliate, proof of payment does not establish a prima facie case of

reasonableness; rather the utility must establish that reasonableness and propriety of the

services rendered and the reasonableness of the cost. Kiawah Propert,/Owners Group v.

Public Service Com'n of South Carolina, 338 S.C. 92, 525 S.E.2d 863 (1999); Kiawah

Property Owners Group v. Public Service Com'n of South Carolina, 357 S.C. 232, 593

S.E.2d 148 (2004). As previously indicated, KIU established the reasonableness of the

related party transactions in all respects, except with the Cougar Island transaction. Not
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only doestheCommissionfind thatsuchtransactionswerereasonable,it hasnoauthority

over the developerowner to enter relief againstit as requestedby KPOG. Kiawah

Propel_ty Owners Group v. Public Service Com'n of South Cm'olina, 357 S.C. 232, 593

S.E.2d 148 (2004).

6. Using the approved Operating Margin of 13.75%, KIU is permitted an

overall revenue requirement of $6,457,165.

7. In order for KIU to have an oppol_nity to earn the revenue requirement,

KIU is allowed to establish rates and charges which will produce additional revenues of

$759,467.

8. The rates approved in this Order are designed to be just and reasonable

without undue discrimination and are also designed to meet the revenue requirement of

the Company.

IT IS THEREFORE ORDERED THAT:

I. KIU shall be entitled to charge rates and fees, as contained in Appendix A,

to obtain an Operating Margin of 13.75%.

2. The Company shall continue to maintain CUlTent performance bonds in the

amounts of $350,000 for water operations and $350,000 for wastewater operations

pursuant to S.C. Code Ann. § 58-5-720 (Supp. 2011).

3. The rates and schedules in Appendix A attached hereto are hereby adopted

by the Commission. The Company is to provide thirty (30) days' advance notice of the

increase to customers of its water and wastewater services prior to the rates and schedules
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beingput into effectfor servicerendered.Theschedulesshallbedeemedto be filed with

theCommissionpursuantto S.C.CodeAnn. § 58-5-240(Supp.2011).

4. The Company'sbooksand recordsshall be maintainedaccordingto the

NARUC Uniform Systemof Accounts.TheCompanyis directedto makeanynecessary

adjustmentsto its accountingsystemto conform to the NARUC Uniform Systemof

Accounts.

5.

Commission.

BY ORDEROFTHE COMMISSION:

This Ordershall remain in full force andeffectuntil furtherOrderof the

Jol_ E. Howard,Chairman

ATTEST:

David a. Wr"g_-,V_ceChairman

(SEAL)
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Appendix A

KIAWAH ISLAND UTILITY, INC.
31 Sora Rail Road

Johns Island, S,C, 29455

(843) 768-0641

Schedule of Rates and Charges

AVAILABILITY
APPLICABILITY

RATE SCHEDULE NO. 1 RESIDENTIAL SERVICE

- Available within the Company's service area.
- Applicable to any residential customer for any purpose.

A,

B,

C.

D.

A.

B,

Water Service Char_es

Base Facilities Charge
5/8" meter
3/4" meter
1" meter
1 1/2" meter
2" meter
3" meter
4" meter

Base Facilities Charge for water service with meters larger than 4" shall be:

$29.92 / mo.
$44.89 / mo.
$74.81 /too.

$149.62 / mo.
$239.40 / mo,
$523.68 / rno.

$1,502.90 / rno.

Maximum recommended meter cepadty (qpm) x $29.92 oer mo,
20 gpm

Consumption Charge

All up to 11,000 gais,/mo.

Excess Consumption Charge #1
All over 11,000 gal./me, and up to 50,000 gal./too.

Excess Consumption Charge #1
All over 50,090 gal./mo.

$3.06 /1000 gaL

$3.51 /1000 gal.

$3.78 /1000 gal.

Base Facilities Charge
5/8" water meter
3/4" water meter
1"water meter
1 1/2" water meter
2" water meter
3" water meter
4" water meter

Sewer Service Charges

$22.86 / too.
$34.29 / mo,
$57.15 Imo,

$114.29 /mo.
$182.87 / mo,
$400.03 / me.

$1,236.78 /mo.

Base Facilities Charge for sewer service where water service is through meters
larger than 4" shall be:

Maximum recommended meter ceaacitv (eom) x $22.86 per me.
29 gpm

Consumption Charge based on Water Usage
All up to 11,000 gals./mo. $0.60 /1O0O gal.

Water Tap-In Fee
Sewer Tap-In Fee

T_
$500.00
$500.00

The tap-in fee provides for installation of the normal size residential meter of 5/8" by 3/4".
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Where the customer requests a larger meter, the Company will apply the tap-in schedule
for larger meters as listed in the Commerdal Service Schedule No. 2.

RATE SCHEDULE NO. 2 COMMERCIAL SERVICE

AVAILABILITY
APPLICABILITY

- Available within the Company's service area.
- Applicable to any commercial or master metered residential customer

for any purpose except hotel or motel use (see Rate Schedule No. 3).

A,

Water Service Charges
Base Facilities Charge
8/8" meter $29.92 /me.
3/4" meter $44.89 / too.
1" meter $74.81 /mo.
1 1/2" meter $149.62 / mo.
2" meter $239.40 / too,
3" meter $523.68 /me.
4" meter $1,502.90 / too.

Base Facilities Charge for water service with meters larger than 4" shall be:
Maximum recommended meter ceoacitv (aDm_x $29.92 oer me.

20 gpm

B. Consumption Charge $3.78 /1900 gaL
for all consumption

A. Base Facilities Charge
8/8" water meter
3/4" water meter
1" water meter
1 t/2" water meter
2" water meter
3" water meter
4" water meter

Sewer Service Charaes

$22.86 /too.
$34.29 /too.
$57.15 / mo.

$114.29 /too.
$182.87 / too.
$400.03 / me.

$1,236.78 / mo,

Base Facilities Charge for sewer service where water service is through meters
larger than 4" shall be:

Maximum recommended meter ceDacitv (eem) x $22.86 oer too,
20 gpm

B, Consumption Charge based on Water Usage $2.34 /1000 gal.
for all consumption

T_
Water Tao-ln Fee Sewer TaD-In Fee

5/8" meter $500.00 $500.00
3/4" meter $750.00 $750.00
1" meter $1,250.00 $1,250.60

1 1/2" meter $2,500.00 $2,500,00
2" meter $4,090.00 $4,000.00
3" meter $8,750.00 $8,750.00

Water tap-in fee and sewer tap-in fee for water and sewer service where the
water meter is larger than 3" shall be:

Maximum recommended meter cepacitv _'aDm)x $500.00

20 gpm
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RATE SCHEDULE NO. 3 HOTEL AND MOTEL SERVICE

AVAILABILITY
APPLICABILITY

- Available within the Company's service area.
- Applicable to all hotel and motel customers for any purpose,

Water Service Char_es

Base Facilities Charge
All Consumption

$12.02 ImoJroom
$3.78 /1000 gaL

Sewer Service Charaes

Base Facilities Charge
All Consumption

$9.t4 /inc./room
$2.34 /10go gal,

T_
Water Tap-In Fee
Sewer Tap-In Fee

$220.00 /room
$220,00 /room

RATE SCHEDULE NO, 4 IRRIGATION SERVICE

AVAILABILITY

APPLICABILITY

- Available v.4thin the Company's service area. The Company reserves
the dght to limit or reduce the irdgation service available when, in its sole
judgment, itswater system conditions require such restrictions.

- Applicable only to customers who anticipate substantial potable water
use which will not be returned to the Company's wastewater treatment
system such as irrigation. Such water consumption shall be metered
separately from any water use supplied under other rate schedules.

Water Service Charees
A, Base Facilities Charge

5/8" meter
3/4" meter
1" meter
1 1/2" meter
2" meter
3" meter
4" meter

$29.92 / me.
$44.89 / me.
$74.81 / me.

$149.62 / me.
$239.40 / me.
$523.68 / me.

$1,502.90 /me.

Base Facilities Charge for water service with maters larger than 4" shall be:
Maximum recommended meter ceoacitv (oDin) x $29.92 per me.

20 gpm

B, Consumption Charge
All up to 50,000 gals./mo. $3.51 /1000 gal.

C, Excess Consumption Charge
All over 50,000 gal./me.

$3.78 /lg00 gal.

5/8" meter
314" meter
1" meter
1 1/2" meter
2" meter
3" meter

$500.00
$750.00

$1,250.00
$2,500.00
$4,000.00
$8,750.9O

Water tap-in fee where the water meter is larger than 3" shall be:
Maximum recommended meter capadtv (aom'_x $500.00

20 gpm

3 of 6



DocketNO.2011-317-WS
OrderNO.2012-98
February__8_,2012

RATE SCHEDULE NO. 5 FIRE HYDRANT SERVICE

AVAILABILITY - Available within the Company's service area.
APPLICABILITY - Applicable to fire hydrants connected to Company water mains.

Water Service Charoes

$117.75 per hydrant per year payable semiannually in advance for fire fighting service.

When temporary water service from a hydrant is requested by a contractor or others, a
meter will be installed and the charge will be:
$8.00 for each day of use, PLUS $4.17/1000 gals for ALL water used, PLUS a $50
secudty deposit.

RATE SCHEDULE NO. 6 GOLF COURSE IRRIGATION

AVAILABILITY
APPLICABILITY

- Available within the Company's service area.
- Applicable for golf course irrigation where the customer agrees to

take as a minimum quantity the treated effluent from the wastewater
treatment plant.

Water Servioe Charaes

A. Effluent water will be billed at a rate of:

Base Facilities Charge per Golf Course
Consumption

$3,795.53 / mo.
$0.17 /1000 gal.

B, Deep well water will be billed at a rate of:
Base Facilities Charge per Golf Course
Consumption

$929,79 /too.

$0,24 /1000 gal.

C. Potable water will be billed at a rate of:

Base Facilities Charge per Golf Course
Consumption

$711.51 /too.

$3.78 /1000 gel

RATE SCHEDULE NO. 7 FIRE LINE SERVICE

AVAILABILITY

APPLICABILTY
- Available within the Company's service area.

- Applicable for pdvate fire lines.

Water Service Charges

Base Facilities Charge
2" Line

3" Line
4" Line
6" Line

T_
2" Line
3" Line
4" Line

Water tap-in fee where the service is larger than 4" shall be based on the tap-in fee
schedule as listed in the Commercial Service Schedule No. 2.

$7.08 /too.
$12.92 /mo.
$22.40 /too.
$44.80 /me.

$4,000,00
$8,750.00

$25,000.00
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CHARGES FOR SERVICE DISCONTINUANCE, RECONNECTION
AND OTHER MISCELLANEOUS SERVICE CHARGES

1, When a customer requests discontinuance of service for reasons other than major
repair, maintenance, or construction at the service address or for the transfer of
possession or ownership of the service address, the Company may charge the
equivalent of three months of basic facilities charges for both water and sewer service
and require payment of such charges when for any reason service is restored to that
particular customer.

Reimbursement of cost to make repairs to services or meters caused by others will be
charged at actual cost as allowed per PSC Regulations 103-726 and R.103-733.5

Whenever service is disconnected for violation of rules and regulations, nonpayment
of bills or fraudulent use of service, the Company may make a charge of $50,00

4.

5,

6,

7.

8

Whenever service has been disconnected for reasons other than set forth in (3)
above, the Company shall have the dght to charge a $25.00 recennection fee to
restore service.

Delinquent Notification Fee - $10.00. A fee of $10,00 shall be charged each customer
to whom the Company mails a notice of discontinuance of service as required by the
Commission rules prior to service being discontinued. This fee assesses a portion
of the clerical and mailing costs of such notices to the customers creating that cost,

Customer Account Charge - $25.00. One-time fee charged to each new account to
defray costs of initiating service,

Return Check Charge (NSF) - $25.00

DHEC Charge. If the South Carolina Department of Health & Environmental Control
charges the Company an assessment based on customer units served by the
Company, the Company may bill its customers for the applicable unit cost of that
assessment. The charge shall be identified as a separate billed item and included
in the total of the service billing.
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PURCHASED WATER ADJUSTMEN3"

Kiawah Island Utility, Inc. ("Company") purchases its potable water from the St. John's Water
Company ("St. John's"), which in turn purchases the water from the Commissioners of Public
Works of the City of Charleston ("CPW"). Whenever CPWincreases the pdce of water sold
to St. John's, the increase in price is passed through to the Company pursuant to the water
purchase agreement between the Company and St, John's.

The water purchase agreement also provides, as part of the purchased water price, a
pro-rata share of St, John's annual operation and maintenance costs to be charged to
the Company, Therefore, the Company's revenue requirement for purchased water is
made up of the water unit pdce per thousand gallons and the operation and maintenance
costs charged by St. John's,

Accordingly, whenever there is a price adjustment for the purchase of potable water to
Kiawah Island Utility, Inc. by the St. John's Water Company, the following billing adjustment
shall be made by the Company to its customer rates:

1, Billinq Ad!ustment

In the event that St. John's adjusts (whether an increase or decrease) the unit pdce
per 1,000 gallons and/or the operation and maintenance charges related to the
purchase of potable water, the following billing adjustment practice would apply:

(a) if the unit pdce is adjusted the cest change per 1,000 gallons would be passed
through to the customers as an adjustment in like amount to the consumption
charge on their water bill.

Example: The unit price of purchased water is increased by two cents
per 1,000 gallons. The consumption charge on the customer's
bill would reflect a two cent per 1,000 gallon increase.

(b) If the pro-rata operation and maintenance charge is adjusted the cost change
per 1,000 gallons (based on the most recent 12 months of potable water billed)
would be passed through to the customers as an adjustment to the consumption
charge on their water bill.

Example: The annual operation and maintenance charge is increased
by $18,000 and the most recent 12 months of potable water
billed is 900,000 thousand gallons. The consumption
charge on the customers bill would reflect a two cent per
1,000 gallon increase.

2. Notification

Any special billing adjustment shah not be billed until the following conditions are met:

(a) The Company shall furnish the South Carolina Public Service Commission
satisfactory proof of the basis for the adjustment and the billing method to be
utilized at least sixty (60) days prior to its proposed effective date.

(b) The Company shall furnish thirty (30) days pdor written noflce to the customers
affected by the Purchased Water Adjustment advising them of the basis for the
billing adjustment and its effective date.
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